By CHARLES A. WAITE and JOSEPH C. WAKEFIELD

Federal Fiscal Programs

r

F HE budget submitted to Congress
last month proposes a fiscal plan de-
signed to moderate inflationary pres-
sures, to limit the relative size of the
Federal Government in the eeconomy,
and to move the economy toward full
employment.

The budget estimates provide for
significant reductions in Federal spend-
ing as compared with levels envisaged
earlier for fiseal 1973, The impact of
these reductions and continued restraint
is estimated to limit unified budget out-
lays to the level of full-employment
revenues in fiscal 1074, The budget

tives, but existing law provides for
increases in spending, especially for
social security, Although no new in-
come tax increases are proposed, al-
ready enaected increases in social se-
curity taxes are an important element
of growth in fiscal 1974 receipts.

Unified budget outlays and receipts

The unified budget projects an in-
eregse in outlays of $18.9 billion in
fisenl 1974, somewhat more than the
£17.9 billion advance estimated [or the
eurrent wear (table 1). Civilian pro-

calls for no new major spending initia- grams  aceount for about  three-
CHART 7
Federal Fiscal Position
Unified budget deficit declines in fiscal year 1374
Billian &
10
PR Matiomal [nceme Accounts o "
\m ##___.,.- \
g, oo = \
b Fd k) 3
0 4 1 =
/ ‘\ _.--"HH
\."d"

L Unified Budget Bn )
Full Employment
Basis
20 = -]
e Urified Budgel i
{inclues net lending)
.30 | | 1 1 | | | | | |

1944 L) &6 47 48
sEglimates from " The Budgel of W Urilsd Stabes Gowtinment, |94 "

0.5, Depariment of Commerce, Burem of fooname bk

18

& 70 n ] ra3® Td*

fourths—$14.2 billion—of the 1074
increase. National defense outlays,
mainly by the Department of Defense,
are to rise $4.6 billion. In terms of
budget authority, civilian programs
advance only $2.1 billion in fizcal 1974,
and national defense programs increase
$5.6 billion. Budget authority, usually
in the form of appropriations, are the
amounts authorized by Congress that
permit Federal agencies to enter into
obligations requiring either immediate
or future outlays of money. Congress
will have to act on $172.8 billion of the
total budget authority proposed for
fizeal 1974 the remaining $115.2 billion,
mainly for trust fund programs, will
be available under exizsting laws without
additional action by Congress.

Among eivilian funetions, substantial
outlay gains in fiseal 1974 are projected
for income security (86.1 billion), health
(3.7 billion), natural resources and
the environment ($2.8 billion), and
interest ($1.9 billion). Decreases are
slated for commerce and transportation
($1.0 billion), general revenue sharing
{%0.8 billion), agriculture and rural
development (80.5 billion), and educa-
tion and manpower ($0.4 billion).
Outlays for other civilian functions are
to increase $2.3 billion.

Receipts are estimated to rise %31
billion, reflecting growth in individual
and corporate incomes generated by
the continued economic sxpansion as-
sumed in the budget projections. In-
crepses in both the taxable earnings
hase and the payroll tax rate for soeial
security econtribute to the rise in
receipts,

Unified budget receipts are to in-
crease $23.8 billion in fiscal 1974;
estimates are based on an increase in
GNP from $1,152 billion in calendar
1972 to $1,267 billion in calendar 1973,
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& rise of 10 percent, compared to¢ 9.7
percent in calendar 1972, FPersonal
income is prejecied at $1,018 hillion,
up $82 biliion, er 8.8 percant. Corporate
profits hefora taxes are to advence §id
hillion, or 15 percent, to $108 billion.

The daficit in the unified hudget is to
declina $12.1 billion—from $24.8 hillion
in 1973 to $12.7 billion in 1874 {chart
73, The deficit now estimated for fiscal
1973 is considarably less thon the asti-
mata of $30 billion to $35 billien that
wig in wide circulation early lost fall.
Tuble 2 shows the difference beiwaem
‘‘unconstrained™ budeet outlays and the
current actimate for fiseal 1073, Un-
constenined outlays represent the outlays
reaulting irom existing programs as they
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existed in the fall of 1972. The current
estimate incorporates rednetions in outs
Inys resulting from program reduetions
and terminetions, defsirals of vorious
payments, and sdditiong) seles of finan-
cinl nseeta, offshore o©il lenses, and
stockpiled meterials.

NIA daficit declines

Under the concopts used in the
Federal sector of the national incoma
nccounts (NIA) {table 3), the decline
in the deficit in fiscal 1974 is somewhat
greater than in the unifisd budget—
#14.1 billion va. $12.1 billien. Expenddi-
tiures on the WIA basis incregse $#13.6
hillion—5%3.3 billion less than unified
budget outlayse—and NIA receipts in-
crease 5207 billion—31.5 billion less
than unified budget receipts.

The smaller increnss in NIA sxpendi-
tures than in vnified budget outlays is
the resuit of the following factors: (1)
deliveries in the NIA exceed cash out-
lays £2.8 billlon in 1973, but only $0.3
billion in 1974; (2) proceeds from the
eurrent sales of offshore oil lanses, which
are netted against outlays in the wnified
budget but excluded from the NIA,
decling from %2.8 billion in 1973 to $1.8
billion in 1974; {3} budgat outlays, but
not NIA expenditures, are reducsd in
1973 by the transfer of more than 31
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Billion from a deposit fund excluded
from tha huodget; there i3 no similar
transfer for fiscal 1974 ; and (4) finoncial
transactions, which are excluded [rom
the NIA, account for only $0.9 hillion
of unified budget cutlnys in fiscol 1973,
but for about $1.5 billion in 1974, when
nsgat sales decline. The most important
factor working in the opposite direction
ja sharply ineressad spending by the
Postal Service, lurgely for capital equip-
ment. Begioning with fiscal 1974, tha
uniflad bhudget totols show only the
Faderal payment to the Postal Service;
in contrast, the NIA continues to record
enpital spending by the FPostal Service
as part of nondefense purchoses, and
tha postal operating deficit as part of
subsidies less current surplus of govern-
ment enterprises.

Calendar 1973 deficit, NI4 basis

On the basis of the budget document,
the Bureau of Economic Analysis
{BEA) estimates thet the NIA deficit
in calendar 1473 will be about 517 bil-
lion, compared with 2 preliminary figurs
of $13% billion for calendor 1072, Ex-
penditures will rise more than $21 hil-
lion and receipts almost $22% hillion.
The net effect of tax changes in calendor
1972 ond 1973 (including the affect of
overwithholding and the associated re-

Tabtle 3, ~Federal Government Roegoipts and Expenditures, NIA Bosis
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funds in 1973) is to lower calendar 1973
receipts about $214 billion; gross reve-
nue growth in calendar 1973 exeluding
the effect of tax changes is approximate-
ly %25 billion.

Impact of overwithholding

Overwithholding has characterized
the personal income tax system in the
United States for many years, but the
total of overwithheld payments has
been relatively small. Within the agere-
gate, however, withholdings frequently
fell short of liabilities for many tax-
payers, particularly for families with
more than one source of wage and sal-
ary income; this was particularly true in
1971, following changes in withholding
tax rates in January of that year, The
withholding schedules for 1972, estab-
lished in the Revenue Act of 1971, were
designed to correct the 1971 experience
and to allow taxpavers to match more
closely their withheld payments with
their linbilities. For this reason, the 1972
schedules were set high, but in caleu-
lating withholdings, taxpavers were
allowed to elaim additional exemptions
to the extent necessary to align their
withheld taxes with their linbilities, Fer
the most part, however, taxpayers did
not adjust their withholdings down-
ward. As a result there were excep-
tionally large overwithholdings in
calendar 1972 and the prospect 1s for
exceptionally large refunds in calendar

Table 4 ~Impact of Overwithholding on
Personal Tax Pavments, NIA Basis

[Bitblons of deiiars, seasonadly sdjusted st annusl eates)

Total Wikhbhesd | Other ¢
1572
First half, . ... &l 1.0 =, il
Becond hall... 1 0.0 - il
| kXA H
Flrst holf. . ... =63 7.0 —1d. 4
Second hall.. ... i (0] =i, )
1974 |
| |
First hall......... =10 | £, =70
gecond hall....... o 60| Nl
1976
First balf......... ] G, I =60
Becond ol _. ] I —&. 0
|

1. Includes fquarterly declarntions and flnal settlements wet
of refunds.,

NoTE~Beasonally ndjusted lall-years will average 1o
':uJLTﬁ{" yenr totals bt will not average fiscal yoar totods;
Seg LOEL.

Bources: Estimates by BEA and Treasury Department,
Office of Tox Annlysis,
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1973 (or exceptionally low final settle-
ments for taxpayers who ended up
owing taxes on 1972 incomes),

According to estimates prepared by the
Treasury Department's Office of Tax
Analysiz, overwithholding in 1972 asso-
ciated with the 1972 changes in the
withholding tax tables amounted to
roughly $10 billion (table 4). This was
partly offset by an associated reduction
of approximately $1 billion in quarterly
declaration payments. Thus, the net
amount of overpayments in 1972 asso-
ciated with the 1972 changes in the
schedules was roughly 29 billion. The
89 billion overpayment is projected to
incrense 1973 refunds or lower 1973
final settlements from the levels they
otherwise would have reached. The
eatimates assume that overwithholding
will moderate in 1073, declining gradu-
ally to an annual rate of $6 hillion by
midyear, with quarterly declarations
remuining roughly 81 billion below
what they otherwise would have been,
This results in & permanent overwith-
holding (net of declarations) of approxi-
mately $5 billion. In the calculation of
seasonally adjusted quarterly estimates
in the N1A, the corresponding $5 billion
reduction in net settlements (final
settlements less refunds) is spread
evenly over the four quarters of the
calendar year; the remaining reduction
in net settlements—%4 billion in 1973
and much less in 1974—is considered
temporary, and will be recorded at the
time that net settlements occur in the
first half of the year.

Budget path on the NIA basis

If budget projections are realized,
the NIA defieit will grow from about
$18% billion in the second half of 1972
to $26 billion in the first half of calendar
1973 (guarterly and half year figures
in thiz artiele are expressed ot senson-
ally adjusted apnnual rates), and then
drop to $8% billion in the second half.
Expenditures will increase %15 billion
from the second half of 1972 to the
first half of 1973 (chart 8). Transfer
payments will rise almost 9% billion,
largely due to recently enacted social
seeurity benefit increases. Grants-in-aid
also increase sharply—about $24 bil-
lion—mainly due to general revenue
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sharing. Purchases are boosted 824
billion by the Federal pay raise effective
in January 1973. Interest payments
also increase but subsidies fall, largely
because of lower farm price support
payments,

Receipts increase about $7% billion
in the first half of calendar 1073.
Increases in the social security payroll
tax rate and in the maximum earnings
subject to the tax account for §10Y
billion of the large gain in social insur-
ance contributions. Corporate tax lia-
bilities ad vance markedly ; indirect busi-
ness taxes also increase, despite a small
reduction in the telephone excize tax.
Partly offsetting these increases is a
large decline in personal tax payments,
largely attributable to refunds resulting
from the overwithholding in calendar
1972. The growth in withheld taxes
also slows during this period for, as
already indicated, it is assumed that
some individuals will adjust their with-
holdings downward.

Expenditures increase only $2 billion
in the second half of calendar 1973.
Defense purchases are essentially flat;
nondefense  purchases continue  to
increase. Transfer payments rise only

Federal Expenditures (NIA Basis)
Lllﬂ increases expected in first healf of
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52 hillion, of which roughly thres
quorters is due to new medicara henefits
for the disebled. Grents<in-aid and
subsidies decline; interast is unchanged,
Beceipts, by contrast, incresse $19%
billion, resulting in & sharp reduction
in the deficit. An important alament in
the receipts profection iz o rebound in
personal taxes a3 refunds fall to more
naermal Jevelz and rapid gnins in wages
boost withholdings, Also, it is assumed
thet individual adjustments in with-
holding payments are largely completed
by midyear. Social insurance contribu-
Hons continue bto edvence, sided by
ineresses in supplementsl medicel insur-
soce Tees ond reilroad retivement
ceniribations.

Expenditures grow much more rap-
idly in the first helf of 1974, Another
puy raise for military and civilian
employees, effective January I, 1974,
adds $2¥ billion to purchoses. Transfers
are rejsed, nod grents-in-gld lowered,
by the Federsl telkeover of State ndult
walfare programs for the aged, blind,
and disabled. However, other grants-
in=aid increase somewhat, resuliting in
moderate overall growsh in this spend-
ing category. Recaipts also continne to
rize, with a)i the NIA receipt categories
showing projecied increases: wnother
increase in the sactal security tax base
wdds over $2 hillion beginning Jonu-
ary 1, 1974,

Djference between soasomally ad-
Justed and unadpusted dato

Generally, the difference between
seasopnlly adjusted wnd vnadjusted
fiscal year totols is relatively small
(although no atterapt is made to force
them to equality}. In the Federa] soctor,
s in the rest of the NILA, seesonally
tdjusted ond wnndjustad data are
exnetly equal only on 2 calendar year
basis,

Howaver, lor fiscal 1973, the {four
quarters of NIA recaipis i seasonally
adjusated annunl rotes will nvernga to a
figure nesmrly $4% billion lnrger than
the unndjusted total; in fisea! 1974,
they will averege to b figure at least
$1 billion lorger than the unadjusted
iotal. These lnrge differences are mainly
due tg two fnctors. First, the Jonuary
1¥73 incresse in the socinl sepurity tax
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base will increase seasonelly adjusted
contributions in fiscal 1973 $1.3 billion,
but inerease unedjusted contributions
only $0.2 billion; the Janvary 1974 bnse
incrense will incresse =essomolly ad-
justed contributions in fiscal 1974 $1.1
billign, but inctesse unadjusted con-
tributions #0.2 billion. Second, it is
assumed that some of the refunds
aszociated with eoverwithhelding will
recur regularly in years subsequent to
1673, ond this recurring amount is
seasonnlly adjusted by smovthing it
over all four quarters of crlender 1978,
rather than concentroting it entirely in
the first holl; thizs will result in senson-
ally adjusted personal taxes in fiscal
1973 exceeding the unadjusted totols
$2.7 billion.

Full-amplayment surpivs

As mensured by changes in the full-
employment surplus, fiscal policy wos
cleatly expansionary in calendar 1972
and will become mere restrictive in
solendar 1073, Howaver, estimates of
the mapgnitude of the stimulus in 1972,

21

ond of ity reduction in 1873, depend on
the treatment of everwithholding and
of the nssociated refunds in the calou-
lation of full-employment revenues.
The Annual Repor! of the Couneld of
Economic Adwsers suggests that the
proper trestment of overwithholding
for purposes of fiscal snalysis depends
on the view tnken of its effects on con-
sumer spending. Il consumpiion de-
pends lnrgely on *'permenent” incomes,
temporary tax chenges, such as over-
withholding and the subzequent lorge
refunds, will not olier spending zignif-
icantly. On the other hand, if consumer
spanding is motivaied by corrently
srailable disposable income, whether
temporary or permanent, consumption
will be affected by owverwithhelding.
The size of the temporary changes in
disposable income may also be a
Iactor; for example, consumers may not
have reduced consumption as a result of
relotively smell incresses in waekly
withholdings in 1972, but they may
react differently to the much larger
lump-sum refunds in 1973. The Coun-
cil believes that it js appropriate to

The full-employment surplus (FES)
in an egtfmate of the amount by which
Hadaral revenues would ax Federal
expenditures if the Emm"ﬁ walke op-
mt.imfan.t- & hypothetizal full-smploy-
]rmnll.'. vl of activity et current price
evela.

Although the FES concept detes hack
tn work dopa by the Committea for
Ecooomic Development in the 19405,
it was fimb piven mefor prominence by
tha Councll of Economie Advisers in
the early 1080%. At that time a prastizal
need wns felt for a meadure of the
impact of hmiﬁgt polioy on the aconomy
b than eotusl budeet surplus
or deficlt. The 1974 hgdget moconily
suhmitied to Congress reliss haavily on
41he FE2 concept.

Tiss of the nttual budgzet 1o Judge the
impact of Fgeal policy con be misieading
becauge lka surplus or deficit reflecta
the etonomy’s influenss on the budget
oA wall a% Ehe influence of the budgat an
the eummmi,'. For cxample, the Oov-
eroment might be taking restrictive
fseal actions bul A weakenlng of the
eoononey aculd eauvae the octunl defielt
to rite felsel Hﬁting EAPANIICNATY
pollekes. On the ethar band, & booming
coonomy could lead to o rbse in the
sutplue Bt o time when tox Tates are
reduced and oxpenditore policies be-
come more expansionary. It is n order
to abstraot from the effent thot changing
levaln of eonomic aetivity have on tha

The Fall-Employment Surplua

budget thet & singla level, thet of a
"fu -d!ul'l'll‘a-l!.l::3 " economy, ls used to
e et hedolog all loyed

! mebthodology generally employe
in ealedlations aﬁhe foll-employment
surplus can ba summarized o four staps:

1} Real GNP Ik cstimated on the
basis of potentiel full-employmant
ﬁwth. and convarked teo  current
h;lnnrs ueing the actunl rate of price
c {3

?}“Full-cmph}'mmt incoma B di-
vided Into varicus tex bases, suah a8
personsd income and oorpornte profts.

(2} Effactive tax riies yndar present
Iaws are oomputed for each tax base,
and foll-omployment revenues derived.

Fuli-employiment  expanditoras
are oaloulated by subtrao from
petusl expenditures the difference he-
twedn detual oed estimated  Ooll.ante
ployment levels of  gpemplayment
compensntion.

though the FIES is generally ealeu-
lated om on WIA basis, it oen olse be
celoulated m terms of unified budgeb
date, aa i done in the 1974 Budget
decument.

The phaclute lava] of the full-employ-
ment surplus & of limited signlficancs
for indicating the extent of Hsool
estreint or stimulus. Changes in the
FES from period o parlod are geocrally
eopplidered o he the more significant
Jndicators.
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Table 5.—~Changes in Full-employment
Surplus, NIA Basis

[Bilions al dollars, seagonully sdjusted ab anninl rafes]

—

Chonge from peevions half-yoar
Calendsr year Ineluding E:uiud!ns
overwithholding | overwithholding
and pssoclated | and associated
refunds relunds
1972:
Fit haif.......... —iL& —og
Bepoaid hall.. ... —d. 3 —4.3
1572
First half.... ... —11. 4 4.0
Secand half .. ... 1L 8 6.5
1974z
Firat half..... .. 38 =13

Bourees: Council of Economie Advisers nnd BEA,

adjust the full-employment surplus to
exclude the impact of overwithholding
and the associated refunds if the perma-
nent income hypothesis is adoped; on
the other hand, the impact of overwith-
holdings should be included in the full-
employment surplus if it is felt that
temporary tax changes significantly
affect consumption. Table 5 shows half-
year changes in the full-employment
surplus (NIA basis) under both assump-
tions, (Overwithholding is excluded
from the official estimates, published in
the Budget document, of the unified
budget on a full-employment basis—
table 1.)

The treatment of overwithholding has
a considerable impact on the behavior
of the Federal full-employment surplus
(NIA basis). If overwithholding and
the associated refunds are treated like
a tax law change and thus included in
full-emplovment revenues, the swing
toward fiscal stimulus in calendar 1972
and the swing toward fiscal restraint in
calendar 1973 are much less than if
overwithholding is excluded from the
full employment caleulation.,

The impact of the swing in the
Federal full-employment budget posi-
tion iz also dependent on how States
and loealities use the general revenue
sharing funds being paid to them by
the Federal Government. To the extent
that these governments spend the
funds, reduee existing taxes, or defer
tax increnses already planned, revenue
gsharing will have an expansionary
impact on the economy in line with
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its impact on the Federal full-em-
ployvment surplus. However, to the
extent that State and local govern-
ments temporarily use the revenue
gharing funds to retire debt, or to
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invest in financial assets, they will
offset. the fiscal stimulus (or increase
the fiscal restraint) implied by the
Federal full-employment budget
position.

Fiscal 1974 Receipts

FEDERAL receipts in fiscal 1874 are
projected to total $263 billion on the
NIA basis, an advance of $20.7 billion
from the estimate for fscal 1973, This
compares with increases of 321.4 hillion
in fiscal 1973 and 818.9 billion in 1972.

NIA receipts, which are recorded
mainly on an acerual basis, inerease
somewhat less rapidly m 1974 than
cash collections; in 1973 the increase in
NIA receipts exceeds the increase in
cash collections. Acernals were §1.2

R e e o i
Changes in Federal Government
Receipts (NIA Basis)
Billian § Chonge
e 1] a 14 i) ao
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billion smaller than collections in 1972,
but exceed collections $3.6 billion in
1973 and 81.7 billion in 1974. The
widening of the gap in 1973 and the
narrowing in 1974 result principally
from the rapid economic expansion in
fiscal 1973—which builds up tax ac-
eruals faster than collections—followed
by o more moderate rate of expansion
in 1974,

The 1974 increase in NIA receipts
is 12.7 percent, the largest percentage
gain since fizcal 1969 when the income
tax surcharge was imposed, One-fourth
of the increase is accounted for by tax
changes: the net effect of tax chanpes
is to increase receipts 87.5 billion while
income growth accounts for a gain of
§22.2 billion (table 6). For 1973, a
£26.6 billion increase resulting from
higher incomes is partly offset by a
85.2 hillion decline due to tax changes,
mainly the impact of averwithholding.

Table 6—Breakdown of Changes in Federal
Receipts, NIA Basis

[Biltians of dallars]
Change fram
previods fiseal
year

1072 | 1973 | 107
Total recelpis, NIA basle. .............. 18,0 | 2.4 | 20T
Amount due to higher inconwes, . ... 2,1 211-|ﬂ- 2.2
Amount due to tax changes.,. ... f=3.3 [=&2 T. B
FPersonal tax and nontax poymests. .. | 10 | 41 | 1L4
Amount due to higher fncomes. . ... l-'i.j II'UF-I. :I'E.'.;

Amount dug to tax changes. ... ...

Corporate profits tax accruals, ... L8| G2
Amount due to higher Incomes. . . 51| 6% 3.5
Amount due to tex changes.......-. =38 |—-L2]| =8

Indirect business tax and noninx ac-

o TR R R TR e [ =4 1.1
Amount due to higher Incomes, ... LY | LD L.a
Amount due to tax changes......... =LT | =B ] =3

Contributions for social insurance, .| 408 [ 1L8 | 18,4
Amount dus 10 higher Inoomes. .. .. L1 | LB + 8
Amount doe 10 WX changes. .. ....] L4 | 7.0 B8

Bource: Estimates by BEA.
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Table 7.—Personal Tax and Nontax Payments, NIA Basis
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WML o v i s i i S L R S SRR R S e LH @8 | 1.8 B4 13. 3 Iz 1
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Addendum: Total Impoet of averwithboldbbg- .o ovvvvinnnnnininnan 44| —L3 ] dd| =L7 B

Hources: BEA and Tressury Department, Oflee of Toz Analyss,

The 1974 receipts advance resulting
from tax changes is principally due to
increases in social security tax rates
and in the earnings base subject to the
social security tax. The net effect of
tax changes in exeise taxes and personal
and corporate income taxes is to lower
1974 NIA receipts.

Personal taxes up §12.4 billion

Personal tax and nontax payments
are estimated at $116.6 billion, an
increase of $12.4 billion from 1973,
This is the net result of an increase of
about 813 billion attributable to higher
incomes and a loss of $0.5 billion
because of tax changes. Tax changes
associated with the Tax Reform Act
of 1960 and the Revenue Act of 1971,
including the impact of overwithholding
resulting from provisions of the 1971
Act, have little net effect. A loss of
#0.6 billion is accounted for by two
items of proposed legislation—an in-
come tax eredit for nonpublic elemen-
tary and secondary school tuition, and
liberalized rules concerning deductions
for individual pension plans.

Owerwithholding and the associnted
refunds have a major impact on the
distribution of personal tax payments
among withholdings, declarations, and
net settlements. In addition to adding
considerably to the level of withheld
payments, overwithholding lowers the
combined level of declaration payments
and net settlements in all 3 years. As

shown in table 7, the net impact of
overwithholding accounted for more
than one-third of the 1972 increase in
personal taxes, but severely restricts
the rate of increase in 1973; its impact
on the 1974 advance iz relatively small.

Corporate taxes increase

Corporate tax liabilities are projected
to increase $2.0 billion, to a level of
$41.6 billion. An increase of $3.5 billion
resulting from higher profits is partly
offset by a decline of $0.6 billion because
of tax changes, mainly the impact of
the liberalized depreciation rules en-
acted in the Revenue Act of 1971,

Indirect business tax and nontax
accruals are estimated to increase $1.1
billion, following an advance of only
$0.4 billion in 1973. Changes in tax
rates play a minor role in the 1974
change. The telephone excise tax de-
clines to 8 percent on January 1, 1974,
after having been reduced from 10 per-
cent to 9 percent on January 1, 1973.
The budget proposes the extension of
the interest equalization tax which is
due to expire under present law in
March 1973, However, the recent de-
valuation of the dollar is likely to result
in a modification of this proposal.

Tax increases boost social insurance
contributions

The largest increase in NIA receipts
oecurs in social insurance contributions,

23

which are projected to advance a rec-
ord $13.4 billion to $53.2 billion. This
follows an advance of $11.5 billion in
1973. Projected economic expansion ac-
counts for about $4.5 billion of the
gnins in both years, while tax increases—
mainly for social security—aceount for
$7.0 billion of the 1973 advance and
for $8.8 billion of the 1974 advance.

The combined employer-employee tax
rate for social security was raised from
10.4 percent to 11.7 percent on Janu-
ary 1, 1973, The maximum amount of
earnings subject to the tax was in-
creased from §7,800 to $9,000 on
January 1, 1972, and from 9,000 to
$10,800 on Junuary 1, 1973, An increase
to $12,000 iz scheduled under existing
law for January 1, 1974.

All three of these increases in the tax
base have their most pronounced effect
on actual receipts in the second half of
the calendar year in which they occur—
and thus in the following fiscal year—as
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Increases in Social Security Tax Rates
and Base are Important in
Growth of Federal Receipts
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persons reach the earnings maximum
later in the year than they do with a
lower base. The base inerease in Janu-
ary 1973 has its principal impact on
fiseal 1974 contributions, and the in-
crease scheduled for January 1074
affects principally fiseal 1975 contribu-

tions. However, in the seasonally

Fiscal 1974

FEDERAL expenditures as measured
in NIA are projected to increase £15.6
billion in fiscal 1974, compared with
$26.8 billion in the current fiscal vear
(table 3). Personal transfers account for
almost two-thirds of the gain ($10.2
billion) followed by incresses in non-
defenize purchases (34.5 billion), defense
purchases ($1.3 billion), and net inter-
est ($1.2 billion). Subsidies decline §1.5

RSSO SAS DS
Changes in Federal Government

Expenditures (NIA Basis)
Billion & Changs
-10 ] 1% 0 30
[ : ; |
TOTAL
Purchases ol
Goodls § Senitns
Tramslen
Paymantz
Grants-in-hid to
State and Local
Govemnments
Fiscal Years
1974
{(ther 1973
1572
| | Te= aed
*Eslimate by BEA

115, Depatmant of Corpres, Beredi of Frosame Analyss 11
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adjusted NIA, the base increase is
annualized when it occurs. Thus, the
January 1973 inerease raises contribu-
tions about $3% billion beginning in the
first quarter of calendar 1973, and the
Junuary 1974 increase raises contribu-
tions about $2 billion beginning in- the
first quarter of calendar 1974.

Expenditures

hallion  while g'rnnts-m -aid show no
change. As shown in table 8, social
speurity benefit and pay increases ae-
count for £0.6 billion, or over 60 per-
cent, of the 1974 advance. General
revenue sharving, which contributes $6.8
billion to the 1974 increase, declines
£0.8 billion in 1974. Of the remaining
£6.8 billion, $6.4 billion is in nondefense
expenditures, a significant decline from
1973 when this category rises $12 billion.

Pay raises account for rise in defense
purchases

Nutional defense purchases reached a
peak of $78 billion in 1969, declined in
1970 and 1971, and turned upward in
1972. They are expected to edge up in
the current fiscal yenr, and to rise
somewhat more than $1 billion in 1974
to nearly $76 billion.

National defense outlays in the uni-
fied budget increase $4.6 billion in 1974,
vonsidernbly more than the inerease in
NIA defense purchases, The large gap is
primarily attributable to a sharp de-
cling in the excess of deliveries over
payments and a larger than usual in-
crease in retired pay, which is re-
corded in the NTA as a transfer pay-
ment rather than a purchase. Table 9
shows the functional detail of unified
budget defense spending, and a re-
conciliation of those outlays with NIA
defense purchases.

Increases in the average compensa-
tion of military and civilian personnel
have been a major factor in maintaining
high levels of national defense pur-
chases for many vears (chart 12), and
this trend continues in 1973 and 1974.
Pay raises going into effect since No-
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vember 1971 added $2.3 billion to
defense purchases in 1972, and are
expected to add §4.8 billion in 1973 and
$6.5 billion in 1974; excluding these

Table §.—Breakdown of Changes in Federal
Expenditures, NIA Hasis
[Billlons af dallurs)
Change froim
proviows fsenl
Vemr

1073 1574
Toial expenditores. ... ... ... ... 5.8 15,6
Sppinl security bemefit increases 1. . (1] 7.3
Genernl revenos sharlng .. ... ... (%3 — &
o ——— 2.8 T4
CHher. . 10, & (%
Definso ¥, .- -7 oA
Mondefenss . 12,0 fd
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Inecludes purclsmses, translers, grangs, and interest.
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amounts, defense purchases are pro-
jected to decline $2.2 hillion in 1973
and $0.4 billion in 1974, Excluding the
pay raises shown in table 9, military
personnel costs decline $0.6 billion in
1974. Military personnel at June 30,
1074, is estimated at 2.2 million, the
lowest level since before the Korean
War and more than 1.3 million below
the Vietnam War peak reached in
mid-1968,

Operation and maintenance outlays
increase slightly to $21.7 billion in 1974,
reflecting increased civilian pay (despite
a drop of 24,000 in civilian employ-
ment) and ship alterations and weapons
modification. Procurement of military
hard goods as recorded on a delivery
basiz= in NIA declines more than $1.5
billion in 1874 after advancing #1 billion
in the current fiscal year. (This is in
contrast to cash payments for procure-
ment, shown in table B, which increase
81.5 billion in 1973 and decline $0.9
billion in 1974.) Other increases in
defense spending oceur in research and
development ($0.5 billion), new con-
struction and other DOD activities
($0.4 billion), and atomic energy and

SURVEY OF CURRENT BUSINESS

other defense related activities (30.5
billion).

Budget estimates of Department of
Defense (DOD) outlays (which were
prepured prior to the cease fire agree-
ment) include $5.9 billion for expendi-
tures in Southenst Asia in the current
fiscal year and $4.1 billion in 1974. Tt is
estimated that the bulk of the $5.9 hil-
lion has already been spent. It is un-
certain how much of the remaining
funds will be needed for other purposes
in Southeast Asin, such as clearing
harbors of mines. Excluding theze out-
lays, DOD expenditures in the unified
budget would show an inerease of $5.8
billion in fiscal 1974,

Large gain in nondefense purchases

Nondefense purchases advance $4.5
billion in 1974, compared with $2.3
billion in the current fiscal year. The
purchase of agricultural products by the
Commodity Credit Corporation (CCC)
accounts for 314 billion of the advance,
pay raises for about 3% billion, capital
outlays of the Postal Serviee for $4
billion, administrative costs associated

R T MR ST L e e
National Defense Purchases and Defense Department Employment

Compensation continues to rise as employment drops
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with the Federal takeover of certain
State welfare programs for 8} billion,
with the remaining increases—about
$1% billion—distributed over a wide
range of other programs.

The advance in CCC purchases
reflecis & modest increase in activity
in 1974 following a large decline in
1073 resulting from higher market
prices and expanded exports. Increases
occur in other nondefense purchases
for such programs as veterans' medical
care and hospital services, law enforee-
ment and justice, and civil rights
enforcement. Space outlays, which have
continuously declined since 1966—from
about $6 billion to $3 billion in 1973—
show a modest gain.

Transfer payments continue to ad-
wince

Expenditures other than for pur-
chases of goods and services increase
about $10 billion in 1974, following
a rise of more than $24 billion in
fiscal 1973. The 1974 advance is
entirely in personal transfer payments;
other expenditures combined—grants
to State and local governments, net
interest paid, subsidies (less the cur-

rent surplus of government enter-
prises), and foreign transfers—are
unchanged.

Personal transfer payments rise $10.2
billion, following an increase of $13.1
billion. The increase will raise trans-
fers to over $89 billion—3% times
the level of a decade ago and more
than %23 billion larger than 1974
defense purchases. This growth of
transfers has resulted from increases
in average henefits and in the number
of beneficiaries as well as from the
introduction of new programs, such
as medicare, food stamps, and special
benefits for disabled coal miners.

Social security benefits (excluding
medicare) account for more than $54
billion of the 1974 advance in per-
sonal transfers, with over %2 billion
resulting from the 20 percent benefit
increase  effective in October 1972,
About %1% billion results from various
gocial security amendments enactecd
in late 1972 (effective January 1973)
which: (1) inecreased widows' benefits
up to the amount their deceased
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husbands would have received; (2)
allowed beneficiaries to esrn more
without a reduction in benefits; and
(3) included other changes, such as
a new minimum benefits caleulation.
Hospital and medical payments under
the medicare program are expected
to advance $24 billion in 1974, Included
in this increase is over $1% hillion for
extension of benefits (effective July
1973) to dizabled persons under 65
years of age,

In 1974, the Federal takeover of
certain  State administered programs
providing welfare payments to the
aged, blind, and disabled add $1%
billion to transfers. On January 1,
1874, the Federal Government will
take over these programs, but States
will continue to administer the large
program of aid to families with depend-
ent children (AFDC). Under the exist-
ing adult welfare program, Federal

Federal Grants-in-Aid
Revenue sharing boosts grants im 1973 and 1974
Biflion &
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grants to States finance part of the
State transfer payment to individuals,
The new program will provide for a
minimum Federal payment of $130
a month to a single person without
other income and $1895 to a couple,
Matching grants for the current pro-
gram will be discontinued,

Unemployment benefits decline §%
billion in both 1973 and 1974, from a
level of 26 billion in 1972 to slightly
over §4% billion in 1974, These esti-
mates are consistent with the expecta-
tion, stated in the Annual Report of
the Council of Economic Advigers,
that the unemployment rate will decline
to about 4.5 percent by the end of
calendar 1973, as compared with 5.1
percent in December 1972,

Other transfer payments advance $13
billion in 1974 as compared with about
#4Y billion in the current fiscal vear.
The 1974 gain is the net result of growth
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Tahle 10.—Estimated General Revenue
Sharing Outlays, Fiscal Years 1973-77
[Billions of Gollars]
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in student assistance and civilian and
military retjrement benefits, and de-
clines in special benefits for coal miners
($% billion) which were boosted by
retroactive payments in 1973, and in
veterans' benefits ($% billion). The food
stamp program—which increased nearly
§2 billion in the 1969-73 period—is
unchanged in 1974.

Foreign transfer payments, mainly
economic assistance to foreign govern-
ments and retirement payments to
individuals living abroad, are also un-
changed. The budget estimatez do not
include post-war economic a=sistance to
Southeast Asia.

Crants are stable

The new budget projects grants of
$41.6 billion in 1974, the same as in
1973, when grants increased $9 billion
(chart 13). This unusually large gain
is the result of several factors: (1) the
beginning of general revenue sharing,
which was enacted in October 1072,
retroactive to January ($6% billion);
(2) & peaking of grants under the
Emergency Employment Assistance Act
(8% billion) ; and (3) unexpected increases
in grants for social services under the
public assistance program (3} billion).

While total grants show no gain in
1974, there are major shifts among the
grant programs. Increazes are shown
for environmental protection (over $%
billion), and law enforcement assistance
(8% billion including special revenue
sharing). On the other hand, older pro-
grams, such as public assistance, high-
ways, and education, decline. Grants
under the Emergency Employment As-
sistance Act also decline from over $1
billion in 1973 to &% billion in 1974.
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Expenditures for general ravenue
ghariag nmount Lo $6.8 hillion in 1973
and decline to $6 billion in 1974. The
decline results from the fact thot 1973
includes the equivalent of fiva quarterly
payiments {representing the entire cnl-
endar 1972 entitlement plus the first
quarter entitlement for calandar 1973}
whils 1974 includes only four quarterly
payinenis (representing the remaining
threa gquarters of calendar 1973 and the
firet quorter of calendar 1074).

Ganeral revenue shariog suihorizes
quartetly payments totoling $20.2 bil-
lion aver the period ¢elendor 1972 1o
1977 (table 10). These Munde are dis-
tributed among the Siates on the basis
of formuls, with one-third of the lunds
going to Stale governments nnd twao-
thirds going direet to loesl govern-
ments.

Expenditores [or the largest srong
progrem, public assistance, decline
ahout $% billion to $12¥% billion in Ascnl
1874, This dechine is the result of: {1)
program sevings (effective Janyaery 1,
1978) under enncted legislation which
nllows States to curtail certain medicaid
services and begin to charpe 2 fee to
medicaid beneficiaries; (2) the eliminn-
tion on January 1, 1974, of grants for
welfare pssistance to the aged, blind,
and disabled; as olready poted, these
erants ore replaced by direct transfer
payments; ond (3) a leveling off of
outlays for the AFD(C program.

Education granis are down slightly
and thers are mlse significant shiftz in
the composition of the progroms: (1)
the replacement of grants to univer-
sities by over $X billion of direct
poyments to students; ond {2) the
substitution of specinl revenue sharing
of nbout $13% biillion for 30 categorical
Erant programs.

The budget inecludes a renewed pro-
posnl for special ravenue sharing. The
new propossl combines the oxisting
funds from mony current sotegorienl
erant programs inte [our programs of
broad-purpose grants. When Fully sffec-
tiva, it would provids more than $7
billion to State and local governments
for educntion ($2.8 billion), urban com-
munity dJevelopment ($2.3 hillion),
menpower training ($1.3 billion), and
low enforcement (50.8 billion).

SURVEY OF CURRENT BUSINESS

Continuing deficits increase interear
payments

Nat interest paid increases $1.2 bil-
lion to $15.8 billion in 1974. This large
incrense, and the $1.1 billion incresse
in the current yeer, are primarily the
result of budget deficits, and secondarily
of higher interest rates. Debt held by
the public (includiog the Federal Re-
serve Hystem) increases $25 hillion in
the cuorrent fiscal yenr and $16% billign
in 1974. Government interast payments
to foreigners, which have risen rapidly
in recent years, are excluded from this
NIA category. They are treated as o
goveriment purchase and alse 1= an
import, and thus do not oaffect total
GNPF.

Subsidies (less the current surplus of
government enterprises) decline $1.5
billion in 1974 alter advancing $1.1
billion in the current fiscal yeor. Major
declines are in payments to farmers ($1
billion), the operating deficit of the
CCC ($% billion), and in the temporary
disester relief program ($¥ billion).
Increases oceur in the postal defici t and
in housing subsidies.

New financing agencies

The budget introduces thras naw in-
stitutions intended to improve the fi-
ninang of Federal programs. Theso ars
tha Fodere! Financing Bank (FFB}, the
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Environmental Financing Authority
{EFA), tnd the Stwdent Loan Mar-
kating Assoeiation (SLMA). Under
proposad legislation, tha FFB, & Govern-
ment-owned agency, would consclidate
and improve the efficieney of finaneing
Federal agency obligations and fed-
erally gusrantesd private loans. It
would purchese many of these obliga-
tions, financing the wsequizitions with
sale of its own dabt issues to the publie.
Federolly sponsored, but privately
owned agencies such ns FNMA, would
be excluded from use of the FFB, but
their borrowings would continue to be
coortinated with Treasury under ex-
isting arrangaments. The EFA, also o
Government-ownoed  enterpriss, will
begin operating in fiseal 1974, Stoute or
loenl public bodies, eligible for & grant
from the Environmental Frotection
Ageney for 75 percent of the cost of
constructing waste treatment fneilities
under the Federnl Water Pollution Con-
trol Aet, md onable to horrow at roe-
sonable terma in the private market,
would apply to EFA lor loans to mest
their 25 percent share under that act.
EFA would issue its own taxabla se-
curities to finsnce these loans. SLAA,
n  Govarnment-sponsorad, privately
pwnad ngency, will begin in 1973 o
purchase student lomns from privata
lenders, financing its purchases by bor-
rowing fram the public.

Fiscal 1975 Expenditares

THIS year's budget presents for tha
first time a detailed preview of cutlays
nnd teceipts on n fnll employment basis
boayond the budget yeor. It projects full
employment outlays of $288 billion and
full employment receipts of $200 billion
in fiscel 1975. Outlays are prasentad in
ngeney and functional detail; no detail
ie shown for reccipts. Fiscal 1975 out-
Inys an the NIA begis shown in tahle
11 arn estimates of BEA,

Federnl expendifures on the NIA
basiz incremse §18% billion from 1074
to 1976, Transfer poyments account
for nbout 39 billion of this advnnee,
Tollowed by gronts-in-ai<l {$3% billien},
defense purchases (83 billion), non-

Table 1l.~=llnified Buodgetr Ouwtlaya snd
Federnl Expendituves on the NIA Basls,
Fiscal Yoars 1974 and 1976
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defense purchases {($2% billion}, ond

subsidies (less the current surplus of
government enterprises) and net inter-
ast (about $¥ billion each).

Automatic inereases in socisl segurity
benefits (under legislntion enected in
1972) ore o factor in the advance of
tranzfer paymenta os is the full year

SURVEY OF CURRENT BUSINESS

impact of the previously discussed
Federal tnkeover of selected State
wellare programs. Grants ore boosted
by additienal funds for woste reatment
wnd for special revenue shoring. Poy
increnses account for s significant pavt
of the advance in defense pnd wother
purchases.

Unified Budget-NIA Reconciliation

THE differences batween the unified
budget and the NLA Federal sactor con
be summatized under the following
mbjor cobegories: (1) oeoverage; (2}
finencial transactions; {3) netting and
grossing: (4) fiming: (6) land Grane-
actions; wnd (8) misgellanesus. Table
12 shows a sumrnery reconciliation of
Federal receipts and outlays as recordad
in tha unified budget and in the NIA.

Coverage

The unified budget includes receipts
and expenditures pssociated with terri-
toriee snd possessions—such as the
Viegin  Islande, Puerto Rice, and
Guam—that are excluded from the
NIA An adjustment is made to both
ropeipts and expenditures for these
transackions. Adjustment is alse made
for various deposit fund transactions
which are exeluded from the budget
but included in the NIA. In recent
yeors, the major deposit fund edjust-
ment hos invelvad rovalties received
from Louisiana off-shore oil leases.
Becauss of o dispute over the owner-
ship of thase roysliies, the Federal
Government put the ahnunl payments
inko an escrow account. A& Supreme
Court order awnrded over $1 hillion of
these funds to the Federal! Govern-
ment, and the unified budget records
the ftransfer ss an offsat to 1073
oxpenditures. Tha NIA has recordad
the nnnual royolty peyments a8 busi-
ness nontox receipts, necessitating an
adjustment from the budget basis to
the NIA besiz. In 1973, an adjustment
iz necessary in order to offset the

negative impnct of thesa receipta on
budget expenditures.

Beginning with fiscal 1074, the uni-
fied budget totols include only the
Foderal payments to the Postal Service;
in contrast, the MNIA continwes to
record capitel spending by the Postol
Sarvice as part of nondefense purchnses,
and the postal operating deficit ne
port of subsidies nei of the ourrent
surplus of government enterprises. In
1674, the excesa of NIA Postal Service
expanditures over the Federal payment
included in the unified budget is #1.2
billion.

Finaneial rransactions

Unified budget outlays include net
lending, while the NIA exeludez al
lonne except most CCC price-support
lonnz, which ure recorded a2 Federnl
purchases and es s part of farm incoma,
Loan transsctionz excluded from the
NIA but ineluded in the unified budget
vre $1.5 hillion in fiseal 1974, Also in tha
category of financial transactions is an
ndjustment for purchases of Fforeign
currency. The unified budget includes
themn while tha NIA excludes them as
an exchange of naseis,

Netving and grossing

Thiz adjustment affects only tha
levalz of raceipis and expenditures and
not the difference between tha NIA
deficit and the unified budget deficit.
Thea largest item ity this category is the
Federal Governmeni's contribotion fo
employes ratirement fundy. Thesa con-
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tributions Are excluded from total
budget expenditures az inifragovern-
mental transactions, The NIA considers
these contributions to be part of em-
ployee compensation and includss them
ae purchases of goods and services and
o8 contributions for social insursnos. In
fisca!l 1974, this sdjustment amounts to
$¢ billion.

Qther natting and prossing coneists
primarily of monay received from tha
public yeporded as offzets to expend-
iturezs in the unified budget. For
instance, receiptz Irom two Inajor
vetorong' insurance programs—iNation-
&l Sarvice Lifa Insurance and U.5. Gov-
ernment Life Insurance—are netied
sgainst expenditures of these programs.
In the NIA, this income is treated as
receipts in the form of social insurance
contribntiona. These and similer nebting
and grossing adjustments add about
$1.7 hillion to the level of NIA receipts
pnd ezpenditures in 1074,

Timing
The unified budget records receipts
ot the tim# cash is collacted regardless
of when the income is earned; expendi-
tures—exceptinterest, which isrecorded
{ Contimusd on pags )




